Perfor mance and Challenges of the Colombian Economy

José Antonio Ocampo

The Colombian economy has experienced reasonablemic growth since the major
reform efforts of the early 1990s. However, thevwgtowitnessed during this period can best be
characterized as slower and more volatile than tirgwior to 1980. The Colombian economy
also has experienced a significant restructurifgracterized by greater integration into the
world economy, growing importance of oil and miniegports and of mining and services in
GDP. In addition, Colombia has experience largévape sector participation in economic
activity but also larger state spending, partidylar social services. As of 2013, Colombia faces
various challenges associated with managing anrtancanternational economic environment
and reversing adverse long-term trends, notablly Hmgmestic inequalities and the weakening of
its manufacturing and agricultural sectors. Everranimportantly, it must reform its economic

and social policies to implement the outcome ofahgoing peace process.

This chapter analyzes how the interaction betweamedtic and external factors has
affected the Colombian economy over the past decadée derives from that analysis the major
challenges that the Colombian economy faces totlag. divided in five sections. The first
briefly summarizes the major domestic and extefaetiors affecting the economy. The second
examines what | will refer to as the “dual-tracléform agenda that the country has followed

since the early 1990s. The third and fourth analyz#etail the macroeconomic performance and
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the evolution of economic structure. Some sociadt@mes are discussed in the second and third
sections, but this is not the central focus of #@ssay, as this issue is considered in other disapte
in this volume. The last section highlights the onaghallenges that Colombia faces. Several
comparisons are made throughout the paper witm l&aterica, mainly based on data from the
United Nations Economic Commission for Latin Amarend the Caribbean (ECLAC), which is

simply referred to as ECLAC data.
Factor s Affecting the Colombian Economy

The evolution of the Colombian economy has beeect#tl over the past quarter century by two
set of factors. The first are the major reforms lengented in the early 1990s, which in fact
responded, in a sort of dual track, to entirelyedént challenges that the country faced at the
time. On the one hand, a series of market libeaitm reforms were enacted, aimed at more
fully integrating Colombia into the global econoragd expanding private sector development.
According to the authorities, these reforms wereeal at overcoming the inefficiencies that the
inward-looking development model with heavy stateenventions had generated, which were
constraining productivity and therefore economicvgh. On the other hand, the demands for a
more equitable society, which were also seen as qfaa peace-building effoftled to the

decision to convene a Constitutional Assembly i®11%hat changed the century-old 1886
Constitution. In economic and social terms, thel1@®nstitution placed economic and social

rights as the center of public policies and createdore decentralized system of social service

! The associated data is extracted from the ECLABSs#e or from the Statistical Appendix of tReonomic Survey
of Latin America and the Caribbean 20&antiago: ECLAC, and earlier editions.

2 Negotiations led to several successful peace agrets with M-19, EPL and Quintin Lame, but alsdhe failure
of negotiations with the largest guerrilla group\REC.



provision, along with reforms that can be considas part of the market liberalization agenda,

notably the creation of an autonomous central [{Bakco de la Republica).

The second set of factors that have affected thfenpeance of the Colombian economy
have external origins. The most favorable were: \teey high (super-cycle) of commodity,
particularly of energy and mineral prices since £0@he boom of international trade that
characterized the 1986-2007 period; the ample ¢hostill somewhat unstable) access to
financing from international capital markets at e@pitonal conditions in terms of costs and
maturity since the mid-2000s, which included theeime, in 2011, to the investment-grade status
that the economy had lost in 1999; and the opptigsrthat the United States and Spain offered
for (regular and irregular) migration up to 2007hiegh also led to a rapid growth of migrants’
remittances. The most adverse external factors baem two major international crises: the
succession of emerging-country financial crises$ sta@ted in East Asia in 1997, and the global
(or, better, North-Atlantic) financial crisis, winistarted with the collapse of subprime lending in
the United States and the bankruptcy of some Earopanks during the summer of 2007, and

was speeded up with the collapse of the investimmit Lehman Brothers in September 2008.

The September 2008 shock led to the most dramiatfiabfinancial meltdown since that
of Wall Street in October 1929, to a deep globeéssion —now called the “Great Recession” by
many analysts— and to a collapse of internatioraald that was initially steeper than during the
Great Depression of the 193balthough the global economy and global trade hexeerienced

since the 2/3" quarters of 2009 a “multi-speed” recovery, to ligernational Monetary Fund’s

% Bilge Erten and José Antonio Ocampo, “Super Cyofe€ommodity Prices Since the Mid-Nineteenth Ceyitu
World Development/ol. 44, pp. 14-30, 2013.

* See Barry Eichengreen and Kevin O’'Rourke, “A Tafl@wo Depressions’yox April 6, 2009, and “What Do the
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terminology, there are two effects that are moramp@ent: it has sharply slowed down the
growth of international tradeand closed the opportunities for migrants. It ralp be starting to
affect a third: a weakening of commodity pricesdieg perhaps to the end of the super-cycle of
commodity prices that the world economy has expegd over the past decade. In this way,
among the very favorable trends experienced u@il722008, only remains firmly in place:
ample access to external financing, though at sdratVess exceptional conditions since mid-

2013, due to the tendency of US interest ratestmalize.
The Dual-Track Reform Agenda

The reform agenda that Colombia adopted in they d®90s is clearly atypical by the standards
of the market reforms that Latin American and otthereloping countries adopted during the last
two decades of the twentieth century. Indeed, theaha market liberalization agenda with a
more active state intervention to guarantee econamd social rights is peculiar by international
standards. For this reason, it is hard to refénése reforms as a “neo-liberal” agenda —although
the first component did contain some neo-liberahents. Also, although some reforms were
initiated in the mid-1980s under World Bank pressas well as the weight of ideological trends
and demonstration effects from other countrieqeregion, the reforms had a cleadlymestic
origin, as reflected not in the particular mix afipies but also the modalities that some of them

adopted.

As already indicated, the first part of the agentaed at overcoming the inefficiencies

and slow economic growth that, according to théhawiies, had been the result of excessive

® This issue is not widely recognized. Using Uniléations and, for the most recent period, IntermetidMonetary
Fund data, it can be estimated that global tradem@asured by exports) grew at an real annuabfate3 percent
in 1986-2007, only slightly lower than the rategsbwth during the 1950-74 post-Second World Warnbobut
then slowed down to only 2.7 percent in 2007-12.



protection and state intervention. In this view rke& reforms would accelerate productivity and
therefore GDP growth.This was reflected, first of all, in the tradediblization that was
launched by the Barco Administration in 1990 andswadicalized and accelerated by the
Gaviria Administration in 1990-1991. As a resulteeage tariffs fell in a short period of time —
from an average of 44 percent prior to the 199@rme$ to 12 percent by March 1992—,
guantitative import restrictions were essentiallimaated —except during a transition for
sensitive agricultural goods—, and export incerstiwere reduced to make them consistent with

World Trade Organization (WTO) rules.

This was accompanied by the revitalization of thed@éan Group (transformed into the
Andean Community in 1997) starting with the Prestdd summit in the Galapagos Islands in
December 1989, which led to (mostly) full tradeelilization among its members, and the
subscription of free trade agreements with seMeaih American countries. Andean decisions
led to a boom of trade in the 1990s, particularghwenezuela and Ecuador, whereas the
second increased trade with other Latin Americaimtites. This would be joined by a broader
set of free trade agreements with non-regionalnpest particularly with Canada, the United
States, and the European Union (in historical oolé@mplementation), with that with Korea still
subject to Congressional approval and others undgptiation’ However, political tensions
among members of the Andean Community on the demsig of the integration arrangements
with free trade agreements with extra-regionalnmad, led to Venezuela’s decision to withdraw
from the Community in 2006. In turn, bilateral piglal tensions resulted in sharp reduction in

exports to Venezuela between 2008 and 2010 (sew)el

® The most articulate version of this view was thfithe Development Plan of the Gaviria Adminiswati(1990-
1994). See Departamento Nacional de Planeacion JMRevolucion pacificaBogota, 1990.
" Free-trade agreements are currently being negdtiaith Israel, Japan and Turkey.



Trade liberalization was accompanied with libewian of foreign direct investment
(FDI), which implied the elimination of sectoriafitations (with very few exceptiof)sand of
the restrictions on profit remittances that the éawd Community had established in the 1970s.
Colombian firms and investors also became incrgsiactive abroad, particularly in other
Latin American countries. This was accompaniedthinrmore, by the elimination of the
exchange controls that the country had held, in fame or another, since 1931. This was
reflected, in particular, in the liberalizationfafancial flows in 1993, though subject to a system
of reserve requirements on capital inflows thatéaor investors to hold deposits in the central
bank proportionally to the amount of funds theyugiat into the country or pay a tax equivalent
to the opportunity costs of those deposits. Thesehanisms were eliminated in 2000 but
reestablished temporarily in 2007-2008. As a resiltthe liberalization of capital flows,
Colombia would experience greater access to bothaRD financial flows, but also the volatility

associated with the latter.

These reforms were accompanied by the privatizabbra number of state-owned
enterprises (SOEs), and the opening up of seveldlgsector services to private investments,
including a concession program for private investtaén infrastructure. Given the nature of the
SOEs inherited from the past, most of the privéithres occurred in mining, public utilities, ports
and the financial sector —including, in the latbaise, some banks that had been nationalized
during the domestic financial crisis of the earl§8@s. However, the privatization process
included different modalities (total private andxed public-private ownership, as well as
private administration of mixed or state-owned frand assets) and left a significant number of

SOEs, which in a sense were considered to be égidt This included the state oil company

® The exceptions are national defense and secufiposal of toxic wastes and a 40% limit on ownigrsbf
broadcasting services.



(Ecopetrol), national and local utility firms (e.¢nterconexion Eléctrica S.A., Isagen, Telecom,
Empresa de Energia de Bogo@nd Empresas Publicas de Medellin, among othespetwork

of five (now four) development baniRsaand a commercial bank (Banco Agrario, a transftiona

of the previously existing Caja Agraria). Since thel-2000s, the government has opened up
some of the SOEs (Ecopetrol and Interconexion EtéctS.A.) to partial private ownership
through the issuance of shares, and has privatiwedof them (Telecom in 2006 and Isagen,
under privatization at the time of writing). One thle major implications of the privatization
process, and more generally of the opening up iifieg to private investment, is that the
regulation of utilities became a specialized fumctof three regulatory commissions —for energy,
telecommunications, and water and sanitation— c@agrof various ministers and independent

experts.

The modalities of central bank independence deflmethe 1991 Constitution were also
peculiar by international standards. So, althougtetermined that inflation should be the main
objective of Banco de la Republica, and it gavautonomy to manage monetary and foreign
exchange policy, it also required that it had terebse its functions in “coordination with the
general economic policy,” which is the respondipilof the government. To guarantee this
coordination, it determined that the Minister oh&nce would chair the central bank board,
although as the only government representativéieénseven-member board. The Constitutional
Court decreed in 1999 that the obligation of cammtion implied that, although a stable

purchasing power of the peso should be the majgctbe of monetary policy, such policy

® This is a holding company with investment in Coldanand several other Latin American countries. €hergy
operations of Bogota are in the hands of the peigrbup Endesa, which has a slight minority shaitethe right to
manage energy generation and distribution undeopleeating firm, Emgesa.

1% This includes Banco de Comercio Exterior de ColiamBancoldex, which absorbed the previous indaistri
development bank, Instituto de Fomento Industti@l, Fondo para el Financiamiento del Sector Agmyaeio,
Finagro; Financiera de Desarrollo Territorial, Fetet; and the Financiera Eléctrica Nacional beiagently
transformed into Financiera de Desarrollo Naciovitth broader objectives associated with infrastitetiinancing.
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could not ignore other economic policy objectivesyticularly employment generation and

economic growtH!

The other track of the reform agenda was the expansf the responsibilities to
guarantee access to social services, which wereetkdy the 1991 Constitutions as “social
rights.” The reform process also opened up oppdargsnfor private agents (many of them non-
profit institutions) to participate in the provisiof these services. Such participation followed
different models. In the case of housing, publict@eprovision was replaced by direct subsidies
to poor households (which includes, since 2012ognam with 100% subsidy). In pensions, a
private capitalization system was put in placeampetition with the old pay-as-go public-sector
system. In health insurance (social security hggttivate agents were allowed to participate in
competition with public sector institutions, both the contributory and subsidized sub-
systems? In education, the attempt to gradually introduceoacher system, particularly for
secondary schooling, was soon suspended, but $evengipalities introduced a mechanism by
which private agents were allowed to manage pusictor schools. Of course, fully private

schools and non-social security health serviceg wermitted, as in the past.

The decision to expand state responsibilities endbcial area was accompanied with a
significant decentralization, by which departmemisd municipalities were given greater
participation in national rents that they would then allocate to different socs&rvices
according to the legal allocation rules; howevems flexibility was kept for the use of these

resources. This system was more redistributive then preexisting one, and it particulary

1 See the Sentence 481/99 on Banco de la Republitetp://www.corteconstitucional.gov.co/relatori@@B/C-
481-99.htm

121 aw 100 of 1993 created two sub-systems of sasalrity health: one financed with contributionsnfr firms
and workers, and another subsidized by the govarthme

13 Following national terminology, | refer here toaficipation in national revenues” rather than risters”,
although economically speaking the latter term ip@gppropriate.



increased the resources available to poor by npadites. Although there have been later
attempts to strengthen controls by the central gowent, the decentralization process has been
largely resilient to this centralization backlasim practice, it means that the level of
decentralization of public sector spending in Cddamis only somewhat lower than in two of
the federal countries of the region, Argentina &mdzil, but larger than in the two remaining

federations, Mexico and Venezuela.

There have been two major implications of this sectrack of the reform agenda: a
significant increase in access to public sectorises and an equally significant expansion in the
size of public sector spending, which in turn resdilin various tax reforms to finance rising
spending. Access to public sector services hasethdexpanded and has improved living
standards, particularly in rural areas. The maatrdtic has been access to health social security,
which increased from 24 percent in 1993 to 91 perae 2012 (a bit over half of them in the
subsidized sub-system). In turn, the coverage afrsary education increased from 43 percent
to 72 percent over the same pertddf measured by the unsatisfied basic needs, ppvert
decreased from 45 percent in 1993 to 26 perceh®88 and 18 percent in 2005, with a much
larger absolute decline in rural areas (see Tabl&His also reflects the fact that access to clean
water and electricity increased much more in rthrah urban areas, where coverage was high in
1993. Measured by the new multidimensional indelxictv also measures access to basic public
services as well as labor market conditions, pgvedecreased from 60 percent in 1997 to 27
percent in 2012, again with stronger absolute gainaral areas (see again Table 1). According

to this index, the most important advances haveiroed in access to health insurance, and the

% These are official estimates from the MinistriédHealth and Education, respectively. In the latase, it refers
to net school attendance; the 1993 was calculadeddon data from gross attendance and the differeetween
gross and net attendance in 1996.



major remaining problems are labor market infortgadind low educational performance, with

some improvements in the latter case but a verytdianone in reducing the weight of

informality.
Table 1
Multidimensional poverty indicators
A. Unsatisfied basic needs (%)
National Urban Rural
1985 45.0 32.3 71.8
1993 37.2 26.8 62.5
1997 25.9 17.8 46.5
2003 21.7 16.0 374
2005 17.5 11.8 33.2
B. Multidimensional poverty (%)
National Urban Rural
1997 60.4 50.7 86.0
2003 49.2 39.8 76.8
2008 34.7 26.9 59.6
2012 27.0 20.6 48.3

Source: DANE. Data for 1985 and 1993 refers to
population censuses. The rest to household surveys

In any case, major gaps in access by differentabgroups remain in all social areas.
This includes low access to some services, notpbhsions, where it remains very low: 32
percent of the working population in 2012, accogdio the national household survey. There are
also large differences in quality and strong segatem in the provision of social services
received by the rich vs. the poor. The adminisirabf service provision also remains a problem,

notably in the case of social security health.

In turn, following a step-wise increase, consokdafprimary public sector spending
increased from 16-17 percent to 20 percent in #te 1970s and early 1980s and to 26-28

percent in the 1990s and early 2060%/hereas the first of these increases was condtedtiia

15 See José Antonio Ocampo, “Un siglo de desarrallsspdo e inequitativo: La economia colombiana, 291m”,
in Maria Teresa Calderén and Isabela Restrepo)(&isiombia 1919-2010Bogota: Taurus, pp. 119 — 196, Table
3.
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infrastructure spending, the spending of the 1986ssed on social spending and was associated
with the implementation of the reforms introducedtibe 1991 Constitution. This led to various
major tax reforms designed to public sector revernoefinance increases in spending. Eleven
major tax reforms have been adopted since 1990which is an average almost one every two
years. Most of these reforms have sought to iser@ablic sector revenues. At the same time, a
myriad of tax benefits were introduced during thebe Administrations (2002-2010), eroding
the effort to increase revenues and making thestiacture less horizontally equitable than was

typical up to the early 2000s.

In sum, the two-track reform agenda can be undedsts a competition between two
paradigms on the role of the State in the econ@ng,has generated a continuous confrontation
between the defenders of one or the other viSidhereas defenders of the concept of social
rights have wanted to scrap the liberalization dgedefenders of the latter have been extremely
critical of the rising public sector spending thatessential to implement the social reform

agenda. The two tracks have, in any case, contitukd in place.
M acr oeconomic Perfor mance

The expectation of the supporters of the liberéitiraagenda that reforms would lead to rapid
productivity and economic growth have not matezedi. Table 2 presents the performance in
terms of GDP growth and the volatility of this \asle during the post-reform period (1990-

2012) compared to the historical performance duthng period of state-led industrialization

6 Major tax reforms were adopted in 1990, 1992 514998, 2000, 2002, 2003, 2006, 2009, 2010 ané.201

7 See, in this regard, José Antonio Ocampo, “RefalleieEstado y el desarrollo econémico y social elo@bia”,
Andlisis Politico No. 17, September-December 1992, which was repestiin a shortened version in José Antonio
Ocampo,Entre las reformas y el conflicto: Economia y pcdi en ColombiaBogota: Grupo Editorial Norma,
2004, Essay 1.
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(1950-1980):2 The decrease in economic growth in Colombia, faamaverage of 5.1 to 3.7
percent is stronger than the unweighted averagedtn America, though more moderate than
the slowdown of the region’s weighted average, whis heavily influenced by the poor
performance of the two largest economies (Brazil Btexico) in recent decades. As a result,
whereas Colombia’s performance was somewhat bterthe unweighted regional average in
the earlier period, it has been somewhat worseesif@0. The slowdown in productivity growth
is also a major feature of the post-reform periothpared to state-led industrialization, again
defeating the expectations of the supporters ofibiealization agenda; this is not inconsistent
with the significant modernization of many firmsdasectors, but rather shows the growing
underutilization of resources, notably of labor,isthhas experienced increased informdiity.
What is equally important, the tradition of stab®nomic growth in the earlier historical period
has given way to greater GDP volatility —thougli somewhat lower than that typical in other

Latin American countries.

Table 2

GDP growth: dynamics and volatility
Weighted Average Standard Coefficient
average growth deviation of variation
1950-1980 5.5% 1.7% 31.3%
1990-2012 3.3% 2.3% 69.4%
Simple
average
1950-1980 4.9% 3.7% 75.0%
1990-2012 3.9% 3.2% 80.8%
Colombia
1950-1980 5.1% 1.6% 31.6%
1990-2012 3.7% 2.5% 68.7%

Source: Author's estimates based on GDP data from
ECLAC. Data excludes Cuba and Haiti.

18| prefer this concept over “import-substitutiomlirstrialization” for the reasons that are explaiaeténgth in Luis
Bértola and José Antonio Ocampbhe Economic Development of Latin America sinaependenceOxford:
Oxford University Press, 2012.

19 See Ocampo, “Un siglo...gp. cit, Table 1.
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The economy has experienced three business cyrles $990, with the third still
ongoing (see Figure 1.A). The first was particylatharp, and indeed sharper than that of Latin
America as a whole. It was characterized by amainttoom fuelled by the expansionary fiscal
and monetary policies that accompanied the lauricmarket reforms. After a domestically-
induced slowdown in 1995 (which thus had differengjins to the regional one generated by the
December 1994 Mexican crisis), the economy recavbrg then was plunged in 1999 into the

worst crisis of the twentieth century and the frestession in almost seven decades.

The recovery was somewhat faster than the averatje segion and was followed by a
boom in 2005-2007. Although some analysts wouldeustbre the positive effects of the
enhanced domestic security environment generatetidyribe Administration® the reasons
for the boom were similar to that which the regasa whole experienced: the very favorable
external conditions that characterized those yeaackjding the beginning of upward phase of a
super-cycle of commodity prices that would sigrfily benefit the energy and mineral
exporters, Colombia among them (see a closer asabyshis issue in the next section). The
2008-2009 global crisis hit Colombia as Latin Ansarand the whole world, but the country was
able to perform in this occasion better than tlggoreal average. The country then lagged in the
strong regional post-crisis recovery, but then grened better during the 2011-2013 slowdown,

which affected the region and the emerging world asole.

The poor performance of Colombia during the firgtle explains its somewhat poorer

growth relative to the unweighted Latin Americareage: 2.7 percent between 1990 and 2003

2 |n fact, it is hard to see any clear influencepolitical and security events on economic perforoeaDespite the
recurrent estimates of the costs of the internaflimb, Colombian GDP trends and cycles mimic regibtrends —
particularly those of market reforms and exterradcks, both positive and negative—, and should teibetter
explained in terms of those factors.
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compared to an unweighted regional average of 82emt. Between 2003 and 2012 both
Colombia’s and the regional average are simil&@%percent and much stronger in 2003-2007
than in 2007-2012. Improved performance since 2A6Q@&sociated, again, to exceptional terms
of trade conditions and, during 2003-2007, to theater set of favorable externals conditions
analyzed in a previous section. Also, thanks tevelopopulation growth, performance in terms
of GDP per capita reached one of the highest histiorates in 2003-2007 (4.3% a year) and

slightly exceeded in 2007-2012 the 1950-1980 awe(adh% vs. 2.2%"

Figure 1: Macroeconomic Performance, 1990-2012

A. GDP Growth B. Fixed capital investment (% of GDP)
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The high level of GDP volatility reflects the weakeounter-cyclical tools that the
country has used to manage external shocks relaivis own past. During the liberalization
period, Colombia abandoned the use of trade amahbalof payments instruments that were
typical of past macroeconomic management, partigulidne tendency to liberalize imports
during booms and restrict them during crises, twaase non-traditional export incentives to
manage decreases in coffee revenues, and to mawralgange controls in an equally counter-

cyclical fashion. The mild instruments of capitacaunt management that were kept after the

% Indeed, the country only requires now a 3.6% GBRvth to reach the per capita performance of 198801and
4.9% to reach the record of that period, reache®8v-1974.

14



dismantling of exchange controls have been uselderasparingly and have been clearly
insufficient to smooth out the sharp capital acediuctuations. Given the rising commitments
in terms of social spending, fiscal policy has theeany difficulties in exercising a counter-
cyclical role. In turn, monetary policy has beeossful in keeping low levels of inflation over
the past decade, but much less effective in smugthggregate demand and GDP cycles, and in

avoiding significant level of real exchange appagon during booms.

Two success stories of macroeconomic performanee baen inflation and investment.

In the first case, the moderate inflation that bbhdracterized the Colombian economy since the
mid-1970s ended during the strong recession autineof the century. This was associated much
more with the strength of the recession than witmetary policy itself, but policy is, no doubt,
behind the maintenance of low inflation. Fixed talpiformation has exceeded the Latin
American average, except during the late twentegthtury recession (Figure 1.B). However,
since this has coincided with lower rates of grovelative to the historical average, this implies
that the capital-output ratio has been significatiigher than in the past, reflecting the high

capital intensity of the booming sectors, oil andinyg.

In contrast to these success stories, fiscal pblas/been overburdened by the additional
responsibilities given to the state by the 1991 <fiaumtion. Despite increasing revenues
generated by the initial tax reforms, the budgdicdébegan to increase in the mid-1990s and
reached its highest levels during the recessiotheflate 1990s (Figure 2.A). Since the central
government had to assume most of the increasedlisggeresponsibilities, it was the source of
the rising deficit. Indeed, the central governmieas run consistent deficits since then, which
have been compensated partly (in some years foylygurpluses in the rest of the public sector

(particularly the social security administratiofhe large deficits at the end of the 1990s were,
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however, more theesult of the strong recession, and led to a massiveaser in public sector
indebtedness: from less than 20 percent prior 8Y 18 slightly over 50 percent by 2002 (Figure
2.B). With the fiscal adjustments implemented dgrithe crisis, particularly to increase
revenues, the additional income and transfersd@tvernment generated in recent years by the
state-oil company (Ecopetrol), the greater stabitif central government spending and the
additional fiscal surpluses in the rest of the mubéctor (which now include in a few years large
surpluses from local governments), the fiscal sidmaimproved significantly during the 2003-
2007 expansion, and has remained strong since ithe€000s, with just a temporary reversal
during the 2009 growth slowdown. As a result ofsthénprovements in the fiscal accounts, the
central government public sector debt stabilizéwugh it increased again during the Great
Recession. In turn, the consolidated public sedeldt started to decline, though at a much
slower rate than the rest of Latin America, leadim@ situation in which, in contrast to the past,
the public sector debt now exceeds the Latin Anaeraverage (39.1 percent of GDP in 2012 for

the consolidated public sector vs. a regional ayead 32.2 percent according to ECLAC).

Figure 2: Public sector accounts (% of GDP at current prices)

A. Public sector deficit B. Central government debt
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The social effects of macroeconomic performanceorgelto the category of mixed
performance, and remarkably so during the firstleey@his is particularly reflected in the
evolution of the labor market indicators. Althoudlle strong expansion of domestic demand and,
therefore, of economic growth after the liberali@at process facilitated a temporary
improvement in employment conditions, a sharp dmi@ion started in the mid-1990s and
peaked in 1999-2002 in terms of both open unempémyrand informality (Figure 3.A). Faster
growth rates facilitated a significant recoveryabor markets, particularly during the 2003-2007
boom, when unemployment fell sharply and the qualitemployment increased, as reflected, in

particular, in the falling share of informality.

However, labor market conditions experienced a-@nm deterioration, as evidenced by
the facts that open unemployment remained above d®8cinformality continued to be high.
This is also reflected in the estimates of “modemployment” (defined as wage labor plus
highly educated independent workers, which is tieise of ECLAC’s definition of “low
productivity employment”), which reached 63 perceihemployment in 2010 in the seven major
cities compared to 69 percent in 1984n both dimensions, labor market conditions cagih
to be worse than Latin America’s averages. It nmgstinderscored, however, that labor market
participation is much higher in Colombia than ire tregion, and for that reason Colombia
actually has ahigher employment rate (percentage of working age pojniaemployed,
including in informal occupations) than the regibagerage: 57.9 percent in 2012 compared to

a regional average of 55.8 percent according tbAfC

%2 See Hugo L6pez, “El Mercado laboral colombianodancias de largo plazo”, in Luis Eduardo Arangd Branz
Hamann (eds.)El Mercado de trabajo en Colombia: Hechos, tenin@ institucionesBogota: Banco de la
Republica, 2012, ch. 2, who provides an excelleatyeis of trends in the labor market since the-h880s.
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Figure 3: Labor market conditions and poverty
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A. Urban unemployment according to ECLAC (7 cities up to 2000, 13 cities since then). National unemployment and informality according to
Departamento Nacional de Estadistica (DANE).

B. ECLAC and DANE. Old series refers to MERDP; new series to MESEP.

The evolution of poverty also shows the contrastvben the first post-reform business
cycle and performance since 2083After experiencing just a mild improvement duritiee
expansion of the first half of the 1990s, poverigreased sharply during the crisis of the late
twentieth century, peaking in the early 2000s. Waister growth, it fell sharply after 2003, by an
accumulated 17 percentage points from 2002 to 28ddrding to the national estimates
reproduced in Figure 3.B. These trends, thoughtigesiimply a lag vis-a-vis the strong
performance in the region as a whole, which wasiquaarly true in 2003-2008' The basic
difference is the fact that Colombia does not bglém the countries that have experienced
significant improvements in income distribution otlee past decad®.Domestic sources as well
as international estimates do show some improveinetitis regard, but they lag those in the

region. For example, ECLAC data shows an improvemémne percentage point in the Gini

% For an analysis of these trends, see Hugo Lopez Jairo NafiezPobreza y desigualdad en Colombia:
diagnostico y estrategias, BogotBNP 2007, and official estimates of poverty by Beéamento Adminstrativo
Nacional de Estadistica (DANE).

24 See ECLAC,Social Panorama of Latin America 2Q18tatistical Appendix, Table 4, which shows a verak
reduction of Colombia than the regional averageifi2-2008 but a stronger one in 2008-2011.

% The best known study for Latin America is LuisipelLépez-Calva and Nora Lustig (ed®gclining Inequality
in Latin America: A Decade of Progres&lashington D. C. and New York: Brookings InsfiutPress and UNDP,
2010.
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coefficient between 2002 and 2010, but this lags 35 points reduction in the unweighted
average for Latin America. Recent estimates alsmvshn extremely high concentration of
income at the top one percent of earners (whiclteanate around 20 percent of income since
1993), implying that the Gini coefficient adjustepwards when this factor is taken into account

—from 0.554 to 0.587 in 2010, both of course amttrechighest in the worlef.

Furthermore, in contrast to improvements in livingnditions associated with the
expansion of social services and public utilitieesjuction in income poverty in urban areas has
been stronger in relative terms than in rural af(@és vs. 10.0 percentage points between 2003
and 2012), and the rural-urban gap has thus stgnifiy increased. On a broader basis, the past
decade shows a strong polarization between imprem&snn income poverty and distribution in
the 13 largest metropolitan areas and the restetountry’’ Regional studies also show that
Bogota has been the greatest winner of developnpatiisrns over the past decades, thanks to its
role as the central provider of services in the ntou® Indeed, the bias of economic
restructuring toward services, which are heavilgaemtrated in larger cities, has been a source
of both rising rural-urban gaps and of the stroeghdnd for skilled labor, which has been the

major factor leading to rising income inequalithetigh compensated by other, positive trends.

% Facundo Alvaredo and Juliana Londofio Vélez, “Higtomes and personal taxation in a developing ecgunt
Colombia 1993-2010, Commitment to Equity Programhef Inter-American Dialogue, Center for Inter-Aican
Policy and Research and Tulane University, March0132 Table 4. Available at:
http://www.emod.ox.ac.uk/sites/emod.ox.ac.uk/filENWPNo012%20HighTaxationDevEconColombial993-
2010 _19March2013.pdf

" See the Santos Administration Development PlanP osperidad para todgsh. 4, Bogota 2010.

% Jaime Bonet and Adolfo Meisel Roca, “Polarizaditeth ingreso per capita departamental en ColomBiagayos
sobre Politica Econémica/ol. 25, No. 54, June 2007.
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Changing Structural Patterns

Economic structures have changed significantly essalt of the liberalization reforms but also
of external shocks, particularly the commodity-pricoom that took off in 2004. As a result,
Colombia is more open to trade and foreign inveatimeome Colombian firms have expanded
abroad, the private sector plays a growing roladtivities that were previously reserved for the
state, the share of mining and services in GDPihagased at the cost of agriculture and

manufacturing, and oil and mining have come to a@t@ exports.

Rising trade coefficients (estimated at constaiteg) are shown in Figure 4. Export
coefficients have increased in a step-wise fashiatih, two major jumps: the first one during the
second half of the 1980s, and thus prior to theéetiéeralization proper, and the second during
the crisis at the turn of the century. It is renadnlle that exports in real terms have growth at a
similar rate than overall GDP during the major pdsi of expansion (1991-1997 and since
2003), making it difficult to claim that trade lilzdization has generated export-led growth.
Import coefficients show a steeper but unstable, ngith sharp increases during periods of
expansion that were not entirely reversed durirggdfisis of the late twentieth century. As we
will see, the mix of these export and import paisenhas been a sharp deterioration of external
accounts during periods of economic growth. Theyehalso affected changes in economic

structure.
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Figure 4: Exports and Imports as % of GDP
(at 2005 prices)
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As a result of liberalization reforms, the rolefofeign direct investment (FDI) has also
increased. According to ECLAC data, FDI has represk on average, 2.2 percent of GDP since
1994, the year when it showed the first significamp vis-a-vis the fraction of one percentage
point that it had represented until then. Thignsilar to the Latin American average (2.3 percent
in 1994-2012 according to ECLAC data). FDI mainbgidsed on services in the second half of
the 1990s and in oil and mining in the 206D8vith a lag, Colombian firms have also expanded

abroad, particularly in Latin America but also hetU.S. and some European countries, with a

# See ECLACLa inversion extranjera directa en América LatinalyCaribe 2002 Santiago: CEPAL, ch. 2, and
annual follow-ups of this report, and Miguel Pos&kdancourt, “Inward FDI in Colombia and its policgntext
Columbia FDI Profiles Vale Columbia Center on Sustainable Internatiomatestment, November 10, 2010,
available at http://www.vcc.columbia.eduf/files/vaiecuments/Colombia_IFDI_updated Nov_10 2010 _firtil.
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select group of Colombian firms —both private andblg— joining the ranks of the

“multilatinas” (Latin multinationals}’

Figure 5: Terms of trade of Colombia, 1905-2012
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Source: ECLAC and for the first series, José Antonio Ocampo y Santiago Montenegro,
Crisis mundial, proteccion e industrializacion: Ensayos de historia econémica colombiana,
Bogota: CEREC, 1984, ch. 2.

The external factor that has had the strongesttsffen the economic structure is the
commodity price boom which took off in 2004, andiethwas particularly strong in the energy
and mining sectors. To understand the strengthisfioom, Figure 5 shows the terms of trade
of Colombia since the early twentieth century. Assiclear, the still ongoing boom has been
stronger than any the economy experienced in teatteth century. This can be shown by how

many years the terms of trade index has exceed@® lpgrcent the value in the base year (1970

% See Ana Maria Poveda Garcés, “Outward FDI fromo@biia and its policy contextColumbia FDI Profiles
Vale Columbia Center on Sustainable Internationaivestment, September 1, 2011, available at
http://www.vcc.columbia.edu/files/vale/documentd@obia_ OFDI_- 1 Sept 2011 - FINAL_- REV 2.pdf. The
stock of outward investment grew from $3 billion 2000 to $23 billion in 2010. It has involved bgthivate
companies, financial (Bancolombia, Colpatria andiggr Aval, among others) as well as non-financiar{@jal,
Cementos Argos, Hoteles Decamerdn, Nutresa andoRegmong others; we should also add Avianca, afjhat
is now controlled now by a Brazilian investor),vesll as public sector firms, both public (Ecopé&tinterconexion

Eléctrica S.A) and local (Empresas Publicas de Miedend Empresa de Energia de Bogota).
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in the graph)eightyears during the recent boom vs. five in 1976-198@e in the period 1950-

1954 and only two in the second half of the 19Rsoming oil and mineral prices have, of
course, fed into export as well as fiscal revenueshe latter case through the rise in income
taxes of mining companies in general and the radit Ecopetrol transferred to the central

government.

The mix of these trends has been a boom in oilnaiméhg exports, which have come to
dominate Colombia’s export basket. Oil and minixgarts had already experienced a strong
expansion in the 1980s, and represented over 3@meof the country’s exports since the later
part of that decade (Figure 6). The major coal aiutel projects that the government had
promoted since the 1970s had added these two coitresotb list of mining products in the
1980s to the renewed exports of oil and derivatiaes the ancestral though highly cyclical gold
exports (which are not fully reflected in tradetistecs). Oil itself benefitted from the more
private-sector friendly and, particularly, FDI-finiédly contracts introduced in the mid-1970s. The
Uribe Administrations placed the encouragement@f if mining at the center of its economic
policy, to the point of approving (entirely unnesag/) tax incentives for investments in the
sector, and the Santos Administration used the terming locomotive” its Development Plan
to refer to the priority placed on this sector. ®imare of oil and mining exports continued to
increase through the 1990s and then speeded upgdhe recent commodity boom to reach over
70 percent of Colombian exports in 2011-2012 —eoddnof course, by the high oil and mining
prices in place. The great loser was the traditistaple of Colombia, coffee, which has come to

represent in recent years almost a marginal shateiexport basket.
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Figure 6: Export Composition (% of total exports)
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Source: Banco de la Republica on the basis of information collected by DANE.

“Non-traditional,” and particularly manufacturingxmorts, are destined in a high
proportion to other Latin American countries. Thegd been the great success story of the
second half of the 1980s, and further increaseth&n1990s thanks to the liberalization of
Andean trade and the multiplication of trade agresis: with other countries in the region.
However, they have faced two adverse trends: perigzhl exchange rate appreciations (see
below) and the instability of sales to some coestrinotably Venezuela. Thus, exports to this
country boomed in 1990-1998 but then experiencpdred of high instability, with sharp falls
in some years (1999 and, particularly, 2003). Timeyeased again from 2003 to 2008 but then
became victim to the political tensions betweentti@ countries and fell by 77 percent over the
next two years; although they have recovered tlfieredhey remained at 42 percent of their

2008 peak in 2012. Both the 2004-2008 export boorwdnezuela as well as the 2008-2010

24



contraction were major external shocks for Colonibi@verall, the net result of trends in the

share of non-traditional exports is that after peglat over two-fifths of total exports, the share
of manufacturing exports fell to less than ondifiih recent years. Non-coffee exports peaked
earlier, in 1991-1992, at over 15 percent of tetgborts but then fell in a steady manner to 4-5

percent.

The net effect of export and import trends has baehighly cyclical balance of
payments: current account balances have tendecttrialate massively during booms and
adjust during crises. Since the current accourihefbalance of payments is the counterpart of
changes in domestic production and aggregate demttaadighly cyclical behavior implies that
aggregate demand has been more volatile than GRating again that attempts by natural
authorities to smooth demand fluctuations —couayetical macroeconomic policy—has not

been particularly effective.

Figure 7.A shows this cyclical behavior. It estiggathe current account balance in two
different ways: at current prices and adjustingagigof goods and services by the changes in
the terms of trade vis-a-vis 2003, the year befmmenmodity prices started to boom. The
difference was not very important up to 2003 bantithecame quite significant. Looking at the
first period of expansion, the economy went froho@m from a peak surplus of 4 percent of
GDP in 1991 to a deficit which fluctuated arouncpdrcent in 1994-1998. This deficit was
transformed into a small surplus in 1999-2000 andlkdeficits in the early 2000s. The boom
that ensued thereafter generated again a defitithk two estimates now vary widely, reflecting

the terms of trade boom that the economy expereeeeing this period. If adjusted by the

31 Thus, the 2004-2008 represented a positive shbdk8opercent of 2008 GDP in a four-year period: #008-
2010 a negative shock of 1.6% of 2010 GDP, of ains shorter period.
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terms of trade, the deficit reaches 10 percent DPGn 2011-2012. Since at current prices the
deficit was around 3 percent of GDP, this means ttha terms of trade gains since 2004 have
come to represent about 7 percent of GDP, whichlileeéy to fall in the next few years as
commodity prices come down. This also means th&br@loia has beenverspending its terms

of trade increase.

Figure 7: Current account and trade balances as % of GDP
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At the policy level, the major reflection of themtg cyclical performance of the balance
of payments is the volatility of the real exchamgte. This is shown in Figure 8, which follows
the Latin American tradition of estimating the reathange rate in such a way that a rise means
a depreciation and a fall an appreciation. As apameon of Figures 7 and 8 indicates, the
counterpart of the current account is the sharptdlations in the real exchange rate: almost
persistent appreciation between 1991 and early ,18%trong depreciation between then and
2003 and an equally strong appreciation trend umitid-2013, which has been interrupted by a

few conjunctures, particularly the global finanaia¢ltdown of September 2088What is also

%2 The best analysis of appreciation over the lasade is Mauricio Cabrerap afios de revaluaciéBogota: Oveja
Negra, 2013.
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important, the most recent appreciation is thengest of all. For example, if we define a

strongly appreciated exchange rate —or, betterumraervalued exchange rate— as a real
exchange rate that is more than 10 percent belewdference point for the graph (the year
2004), there were twelve months of strong apprecidbetween September 1996 and August
1997, one in 2007 (June), six in 2008 (March-Aupumsit thirty-one during the most recent

episode of overvaluation (January 2010-July 208, last month available when this chapter
was written). What is equally important, the pres@pisodes led to strong regulations of capital
flows aimed at reducing booming inflows; the mastant one did not. In all of them, there have
also been central bank interventions to accumdtatign exchange reserves, though generally

weaker than similar efforts by other Latin Americauntries.

Figure 8: Real exchange rate (with CPI, 1994=100)
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Since the overwhelming share of imports is comprisemanufactures, the net effect of

trade trends during the recent boom has been #aspisr surplus of energy and mining exports
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accompanied by a massive increase in the manuagtivade deficit, particularly in 2008-2012.
The latter reached 8.2 percent of GDP in 2012 ({eiguB). Agriculture has continued to enjoy a
small trade surplus, which almost disappeared 2008 and represents a fraction of that which

the economy enjoyed during most of the twentietitwy, when coffee was king.

Although the massive manufacturing deficit has bdetermined, in part, by booming
investment in machinery and equipment, thus brigpgmo the economy manufactures that do
not necessarily compete with domestic productibhas also been the determinant of the large-
scale de-industrialization that the country haseeigmced. Although de-industrialization had
started in the mid-1970s, it was mild up to theibeigg of trade liberalization and had actually
experienced a revival in the second half of theOs9&\fter liberalization, de-industrialization
was extremely sharp in 1991-1994, when its shadoimestic value added decreased by more
than three percentage points, but continued umtilend of the decade at a slower pace; it was
again very strong in 2007-2012 when its share Inevadded fell by more than two percentage

points.

The two periods of intense de-industrialization én@eincided with import booms, and
the associated appreciation pressures and deteiot the current account of the balance of
payments. They also coincide with periods of GD&gin, when manufacturing demand picks
up, and thus cannot be associated with weak densant,as that typical of recessions. There is,
however, one exception: the 2003-2007 expansiomnwhe share of manufacturing in value
added actually increased. As Figure 7.B indicaties,2003-2007 was also a period of more
moderate manufacturing trade deficits than theogethat followed. The increase in the share of

manufacturing had actually started with the adjestivof the balance of payments at the turn of
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the century, and reflects also the more competitaat exchange rate that characterized most of

this period. It was also facilitated by growing exg to Venezuela up to 2008.

The trends in the share of manufacturing are @faatbroader and massive restructuring
of the Colombian economy has experienced sincdéldbealization policies were adopted in the
early 1990s, but which partly come from the mid-Q@7igure 9 summarizes structural changes.
The two sectors that have been most adverselytaffere agriculture and manufacturing. In the
case of agriculture, the falling trend is a longvtefeature of structural change, but it was
enhanced by the liberalization reforms, which h&dng negative effects on some agricultural
products (particularly cotton, cereals and oils@eAgriculture, notably coffee, has also been
affected by low international prices up to the &000s and by the periodic exchange rate
appreciations. Overall, agriculture’s participationdomestic value added has fallen by slightly
over four percentage points, close to four-fiftHsite 1975 share. Manufacturing has seen its
own share fall by almost seven percentage poimsesine mid-1970s —over five since 1990.

This has reduced manufacture’s portion of domestice added by over a third since 1§75.

The counterpart has been the rising share of miimguding, of course, oil mining),
which had started to increase in the 1980s, asatelil also by its rising share in exports already
analyzed. Overall, mining has more than tripledshare in domestic value added, increasing by
Six percentage points since 1975. The growing eblmining in both GDP and exports has been

interpreted by some as the dominance of an “exteiceconomic model? All service sectors

% Following international trends, this has been Ipatbmpensated by the tertiarization of some martufing
activities.

34 Luis Jorge Garay Salamanca (directMiperia en Colombia: Fundamentos para superar etielo extractivista
Bogotéa: Contraloria General de la Republica, 2013.
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have also expanded, by a total of over six pergentaoints of GDP. In short, mining and

services increased at the cost of agriculture aaaufacturing.

Figure 9: Changing shares in GDP (at 2005 prices)
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While structural change in the 1990s was driverirbgle liberalization, the most recent
episode can be correctly interpreted as a cas®ofch disease” associated with the oil and
mining boom. In fact, a major difference betweer #990s and recent years has been the
attitude toward mining activities. In the early D89the expectation of expansion of oil exports,
associated with the development of recently disemx/€usiana fields, was widely accompanied
by a public debate, promoted by the Gaviria Adntiaitson, on how to avoid the Dutch disease.
No such debate took place in recent years. Indaedilready indicated, both the Uribe and
Santos Administration not only welcomed but actuahcouraged the expansion of oil and

mining.
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In contrast, agriculture and manufacturing havenbaart not only by liberalization but
also by the dismantling of the active productioatgepolicies that the country developed for the
promotion of both sectors during the age of stateshdustrialization. There have been attempts
to reconstruct policies for both sectors, but thefrts have been discontinuous and,
particularly, have been relatively weak and thushl@ to counteract the stronger negative
shocks generated by trade liberalization (which mutiude a growing number of extra-regional

free trade agreements) and recurrent exchangevatealuation.

Agricultural policies introduced in the 1990s sornmeentives for investment and
additional sectorial funds for research, to whialeat subsidies were added in the 2000s. This is
also the only case in which directed credit wasma@ned after domestic financial liberalization.
There were also attempts to reconstruct an indligidlicy during the Samper (1994-1998) and
Pastrana (1998-2002) Administrations, but they waealiscontinued during the Uribe
governments. At the end of the second Uribe Adrtriati®n, the seeds of new industrial policies
were adopted, which were maintained by the Sardesrgment® A technology policy was also
put in place by the Samper Administration but dmgcwed during the Pastrana government, to
revive also at the end of the second Uribe Admmaigin. During the Santos government,
research and development was given a share in gninyalties, though on the basis of projects
that must be negotiated at the regional level, wtitis model still in the process of

implementation. All in all, these policies have shan important element of discontinuity and

% See an analysis of these policies in Astrid Magiand José Antonio Ocampacia una politica industrial de
nueva generacion para ColombiBogota: Coalicion para la Promocion de la Indaisbolombia, 2011, Jaime Acosta
Puertas, “¢ Es la politica de competitividad y d@wmcion la nueva politica industrial de Colombjd@8port presented
to the Friedrich Ebert Foundation of ColombBogota, October 2012, and Consejo Privado de @titimlad, Informe
Nacional de Competitividad 2012-2013: Ruta a lagperidad colectivaBogota: Consejo Privado de Competitividad,
2012, ch. 15.
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have been weak relative to other factors that hadeersely affected agriculture and

manufacturing.

Challenges

The analysis of this chapter indicates that the¢ kesults of the dual-track reform agenda that
was put in place in the early 1990s has been ingaot@access by the poor to social services,
leading to rapidly falling poverty as measured Ingatisfied basic needs and multidimensional
poverty. Significant challenges remain in this afeawever, in terms of access in rural areas,
guality of services, and organization of servicevsion, particularly in health. The Colombian

economy has experienced also reasonable economuaigsince the early 1990s, but much

weaker and more volatile than during state-led stdalization. Growth has been more dynamic
since 2004, thanks to the most impressive termsade boom in over a century, and growth in

per capita terms has been enhanced by falling papalgrowth.

Overall, it can thus be argued that the 1991 Cuangin has been more successful than
economic liberalization in inducing positive tren@ne deficiency of both has been, however,
the incapacity to improve income distribution, @aodreduce rural-urban gaps and labor market
informality. It can be argued again that most adséh negative trends are associated with the

incapacity of the liberalization agenda to indugg@wth pattern with favorable social trends.

The Colombian economy shows improvements in otleasa in reducing inflation,
increasing investment, in attracting FDI and cdmiting to the growing family of “multilatinas”
and, notably, in expanding its service economy exploiting its mineral wealth, with the latter
now dominating the country’s export basket. At aene time, countercyclical macroeconomic

policy has become less capable of smoothing ou¢reak shocks —though with a better
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performance in this regard during the recent gldibedncial crisis than that which hit the
developing world at the end of the twentieth cent@rowing mining and service sectors have
also come at the cost of a weakening of agriculaumg manufacturing, which were in the past
the pillars of the diversification of the Colombiaesonomy, including its regional diversity —

both, no doubt, significant past strengths of thentry.

This indicates that the most important challengeGolombia lies in improving equity,
particularly improving its extremely high incomestitibution and reducing the large rural-urban
gap. Both of these challenges are central to pbaitéing, either if the ongoing peace
negotiations succeed but also if they fail. In enoit terms, a stronger agricultural sector and a
re-industrialization drive based on strong produtind technology policies must also be at the
center of economic policy. Given the contributibattexchange rate overvaluation has played in
the adverse trends experienced by agriculture aadufacturing, it is important to design a
macroeconomic policy in which the objective of anpetitive exchange rate is placed at the

center, indeed as part of a broader effort to tdbauistronger counter-cyclical macroeconomic

policy.

The dependence of recent growth on exceptional stesintrade also pose a major
problem, given the expectation that the super-cgtl@mmaodity prices that the world economy
has experienced for over a decade may have corthe tend. Depending of the strength of the
fall in commodity prices, this could become a majballenge, given the fact that Colombia has
over-spent its commodity price boom. Macroeconoragjustment thus faces the major
challenges of reducing the current account defasit] replacing the fiscal revenues associated
with the commodity boom. In the context of the dedsafor public sector spending that the

peace process will generate, the latter challemgdies that the country would have to continue
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to strengthen its tax base, largely by dismantling massive benefits that the Uribe

Administrations granted to capital income.

There are also other challenges that have not &e&lyzed in this paper. Notably among
them are the major lags in infrastructure, paréidylin transport infrastructure. According to
existing studies, Colombia must at least doublpatst rates of investment in this aféa& major
implication of this, together with high levels ofequality, rural-urban gaps and reversing the
adverse trends in agriculture and manufacturingh#& the country may have to look more
inward and at regional markets, where the most importagortunities for manufacturing
exports lie, rather than follow the recent routarafltiplying free trade agreements with extra-

regional partners.

% See on this two recent studies: Fedesarrdiifsaestructura de transporte en Colompi@eport to Camara de
Comercio de Infraestructura, Bogota: Fedesarrdlloyember 2012, and Cecilia Lopet al, Infraestructura y
equidad Bogota: Centro Internacional de Pensamiento $gdt@ondémico (CISOE), August 2013.
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